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COMPANY OVERVIEW 


The Ontario Northland Transportation Commission (Ontario Northland), an operational enterprise 
the Province of Ontario, was established in 1902 and is a recognized leader in promoting 
able economic growth by establishing and operating transportation and telecommunication 


shout Northern Ontario. 


7 


Headquartered in North Bay and operating primarily in Northeastern Ontario, Ontario Northland's 
non-commercial or provincially-mandated services include: 
e the Little Bear (freight and passenger train service between Cochrane and Moosonee); 
e the Moosonee barge (offering freight transportation between Moosonee 
and the island of Moose Factory); 


| 
| 


Northlander (passenger train service between Cochrane and Toronto); and 


e the Polar Bear Express (summer excursion train between Cochrane and Moosonee). 


e Corporate realty; 

e O.N. Rail freight services; 

e Ontera telecommunications services; and 

e Scheduled and charter motor coach services. 
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Message from the Chair 


2004 will be remembered as a year of resurgence and 
great change at Ontario Northland. Early in the year, the 
government of Ontario reaffirmed its commitment to 
Ontario Northland and our mandate of providing 
transportation and communication solutions to service the 
residents of Northern Ontario. 


This renewed support from the government was very 
welcome and led to a significant restructuring within the 


From a financial perspective, Ontario Northland was 
challenged in 2004 and lost $61.9 million, $47.6 million of 
which can be attributed to an accounting expense related 
to the ERP, versus $7.0 million in the previous year. The 
Company recorded increases in both operating revenues 
and expenses, while non-operating expenses remained 
relatively constant, save for the noted accounting 
expense. 


Company, as we worked to improve the services we offer, 
while at the same time realizing efficiencies. The entire 
Company shifted from cost-saving to growth, as we 
worked to improve and expand our operations and service 
the needs of existing and new clients. 


One of the most significant highlights for 
Ontario Northland was the acquisition of an $81 million 
contract to refurbish up to 121 GO Transit commuter cars 
over a six-year period. This is the single largest contract 
ever awarded to Ontario Northland and is a key element 
to the Company's revitalization and growth. 


During the same period, 200 employees took 
advantage of an early retirement plan (ERP) offer, which 
lead to a company-wide reorganization to improve 
efficiencies. A significant hiring process was undertaken to 
fill positions left vacant as a result of the ERP and to hire 
individuals to work on the newly acquired GO Transit 


contract. 


As we look forward to 2005 and beyond, we are 


anxious to continue down the track to revitalization and 
growth and towards fulfilling our role, not only as a 
provider of transportation and telecommunications 
services but, as an economic driver in the North. 


Sincerely, 


Weg] 


Ted Hargreaves 
Chair 
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Corporate Services 


Ontario Northland’s Corporate Services division 
provides a range of services to the entire Commission 
and, in some cases, to the general public. Corporate 
Services provides centrally administered resources in the 
areas of Corporate Realty, Finance, Human Resources 
(HR), Information Technology (IT), Legal, Planning and 
Development, Property Management, Public Relations 
(PR), Purchasing, and Security. 


Corporate Services also spearheaded a capital asset 
management and capital structure review, in conjunction 
with the Ministry of Northern Development and Mines, the 
Ontario Financing Authority and the Ministry of Finance, 
which is scheduled to be completed in 2005. The goal of 
this review is to address Ontario Northland’s long-term 
capital and cash requirements, and place 
Ontario Northland on a level playing field with its 


competitors. 


Corporate Services is committed to providing cost 
effective, dependable and high quality services. 


Highlights 

In 2004, the Corporate Services division underwent a 
complete reorganization, in response to the Company's 
early retirement plan (ERP), which resulted in more than 
200 retirements company-wide. This reorganization 
included: 


e Workforce reductions of over 20%; 


e The movement of the Security, Freight Revenue 
Accounting and Stores departments to the 
O.N. Rail division; and 


¢ The reorganization of the remaining Corporate 
Services departments, including a reassessment of 
duties and appropriate retraining. 


The HR department guided the organization through 
a significant hiring process in order to fill positions left 
vacant as a result of the ERP. Simultaneously, they guided 
the hiring of new employees to staff the GO Transit 
refurbishment program, which will see O.N. Rail 
completely refurbish up to 121 GO Transit passenger cars 
over the next several years. 
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The IT and Finance departments continued to work in 
cooperation with O.N. Rail to develop an automated 
rating, ticketing and interline settlement software system 
(ARTISSS), which strives to automate systems related to 
passenger ticket and bus parcel express sales. 


As well, in support of the GO Transit refurbishment 
program, the IT department began developing a 
computer application that will provide a means to link the 
refurbishment structure from the basic car type to the 
materials, human resources and completion time required 
throughout the course of each car's refurbishment. Phase | 
of the application, which encompasses integrating the 
refurbishment structure by task, procedure, diagram and 
bill of material, was completed and Phase II, which 
encompasses task scheduling, is currently underway. 


An upgrade of Ontario Northland’s core financial 
software was implemented company-wide; this software 
provides the bulk of general ledger, payroll, personnel, 
capital asset, accounts payable and accounts receivable 
accounting on current technology computer platforms. 
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Corporate Services 


Challenges 


The reorganization, workforce reductions and new 
employees which resulted from ERP presented signifcant 
challenges to the Corporate Services divison, as all 
departments strived to not only provide ongoing support 
and a seamless transition to their customers, but also to 
identify increased efficiences. 


The entire organization was challenged to transition 
from cost cutting to growth as a result of the GO Transit 
refurbishment program and other revenue generating 
activities. 


As the ERP affected all divisions and departments at 
Ontario Northland, the Corporate Services division was 
further challenged to support operating divisions in the 
completion of their strategic directions, including 
financing, human resources planning, systems support and 
results reporting. A renewed focus on health and safety 
awareness has targeted a reduction in losses to 
employees, equipment and processes. 


Safety Initiatives 


In 2004, the corporate safety program was audited; it 
was noted that the program has a high participation rate 
however, there remains a need for increased focus on 
employee training. 

In conjunction with workplace health and safety 
committees, programs to promote areas of strength, as 
well as to address areas of concern, were developed. 


Under the return to work program, approximately 
70 per cent of all injured workers were successfully 
reintegrated into the work environment. 


Planning for the launch of the level 1 safety training 
program in 2005 was successfully completed. 


A study of the occurrence of leukemia amongst 
equipment maintenance personnel and retirees was 
undertaken, in conjunction with Occupational Health 
Centre for Ontario Workers (OHCOW) and the Canadian 
Auto Workers Union (CAW). Results indicated that there is 
currently no cause for concern and that established 
preventative measures have been successful and should 
be continued. 


Operational and Performance Targets 


Collectively, the cost centres that make up Corporate 
Services were under budget by 8.2 per cent or $967,000 
before accounting for pension, non-pension post 
retirement and Workplace Safety & Insurance Board 
(WSIB) expenses. Lost days due to injury were reduced by 
18 per cent over the previous year and lost time injuries 
were reduced by 44 per cent as compared to 2000 and 
56 per cent as compared to 1994. 


ae 
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Motor Coach Services 


Ontario Northland’s Motor Coach Services (MCS) e Motor Coach Services continued to demonstrate its 
division operates a fleet of 23 highway motor coaches, commitment to the prosperity of the region by 
nine of which are wheelchair accessible. The division supporting various community initiatives, including 
operates scheduled motor coach service between Hearst a “stuff the bus with food” event in support of the 
and Toronto, along the Highway 11 corridor which passes North Bay Food Bank, Operation Go Home, and 


through Cochrane and North Bay, and along the 
Highway 69 corridor, which passes through Timmins and 
Sudbury. 


working with local fire department agencies on 


emergency preparedness initiatives. 


28 Ontaiio Northland : ce Ontario Northland 
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MCS also offers charter and tour services for groups Challenges: 
traveling throughout Canada and the continental 


e Despite the ongoing motor coach replacement 
United States, along with Bus Parcel Express (BPX) 


program, managing the maintenance requirements 


services. BPX is a shipping service which offers of an ageing motor coach fleet is a constant 
station-to-station delivery of envelopes and parcels, often challenge. A refurbishment program was initiated 
on the same day. The transportation of these parcels is this year in order to upgrade some of our older 
handled through scheduled motor coach service routes, coaches. 
with connections across the continent offered through e The current maintenance facility is long past its 
partnerships with other carriers. useful life and the new facility will allow for several 
efficiency gains in the maintenance department. 
BG nNG HES 62 ee 
e The motor coach replacement program continued in sae 

2004 with the lease of three 55-seat wheelchair ¢ Highlights included the continued development of 

accessible coaches. These new coaches reinforce standards for the safety management system and a 

our commitment to provide barrier free reduction in lost days due to injuries by 28 per cent 

transportation by increasing our complement of over 2003. 

wheelchair accessible coaches to nine. e The fitness program continues to encourage 


employees of the Motor Coach Services division to 
improve their fitness levels through memberships at 
local fitness clubs. 


e The plans for the new motor coach maintenance 
and administration facility have been completed 
and construction is slated to begin in 2005. 


¢ Final testing of the new point-of-sale (POS) system Operating and Performance Targets 
is underway, with full implementation planned for 


Passenger counts for Motor Coach Services 
the fall of 2006. The POS system will facilitate the 


scheduled services increased by five per cent to 


sale of passenger tickets and bus parcel express 268,678 passengers, from 254,646 passengers in 2003, 
else! while providing fully-integrated while charter revenue increased by 27 per cent to 
accounting, measurement and tracking support. $986,516 from $775,539 in 2003. BPX revenue decreased 


slightly to $1,111,678 from $1,156,535, a decrease of 
three per cent. 
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O.N. Rail 


Ontario Northland’s rail division, O.N. Rail, offers both 
passenger and freight services along a 700-mile rail 
system, which spans from Moosonee to North Bay, and 
from Calstock to Rouyn-Noranda, Québec. Our rail system 
connects with several other rail companies (CN, CP) at 
various locations, allowing us to provide seamless 
transportation solutions in cooperation with our industry 
partners. O.N. Rail also operates contract shops. 
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O.N. RAIL FREIGHT SERVICES 


The Rail Freight Services department transports a 
wide range of commodities, including forestry, mineral, 
chemical and petroleum products, to and from 
Northeastern Ontario and Northwestern Québec. It also 
operates contract shops in North Bay and Cochrane, 
which perform a variety of maintenance and overhaul 
services on O.N. Rail equipment, as well as for external 
customers. 


Highlights 

O.N. Rail was awarded an $81 million dollar contract 
to refurbish up to 121 GO Transit commuter cars over a 
six-year period. This represents the single largest contract 
ever awarded to Ontario Northland and a cornerstone in 
the Company's revitalization and growth process. 


A new painting facility was constructed at the 
North Bay shop complex to accommodate the increase in 
business resulting from the GO Transit contract. The new 
$3 million painting facility is a two bay, state-of-the art 
building that can accommodate any size of rail car 
currently in operation in North America. 


The Cochrane shop complex also expanded in 2004 


with the construction of a new $1.5 million, 10,000 ft? 
building. The facility was built to accommodate 
refurbishment work on rail passenger coaches, including 
the removal and replacement of upholstery and flooring, 
and work on air conditioning, plumbing and electrical 
systems. Work on passenger coaches was previously done 
in North Bay and was reassigned to Cochrane in order to 
accommodate the GO Transit refurbishment project. 
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A trial haulage arrangement with CN was initiated to 
expedite the transportation of freight traffic in 
Northeastern Ontario and Northwestern Québec. This trial 
arrangement has proven successful and it is anticipated 
that an expanded formal agreement will be signed in early 
2005. The benefits of this arrangement include increased 
revenue and improved frequency of service to existing 
Ontario Northland customers. 


Negotiations were completed to gain efficiencies in 
the Transportation department through crew reductions 
on freight, yard and passenger services. 


A new customer service centre was established in 
Englehart to provide “one stop shopping” for freight 
customers. This new centralized service centre allows 
customers to order cars, bill, release and trace shipments, 
and deal with a variety of service requirements. 


Challenges 


The retirement of many experienced O.N. Rail 
employees, through the ERP, has presented challenges for 
the division; however, new recruiting methods are being 
utilized to both attract and screen applicants. As well, 
training programs have been implemented to teach some 
of the unique skills required in railroad operations to both 
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O.N. Rail 


new employees and those in new positions, as the 
Company faces the reality of a nation-wide skills shortage. 


The division continues to work towards improved 
profitability and is actively pursuing alternate sources of 
revenue, through haulage agreements and shop contracts, 
as well as reduced expenses through improvements in 
labour productivity. 


The rising cost of diesel fuel has also presented a 
challenge to the division and the Freight Services 
department has implemented a fuel surcharge in order to 
recover costs from our clients. 


As well, the ability to finance necessary capital 
programs in a timely fashion continues to hamper the 
ability of Freight Services to provide modern and efficient 
infrastructure for the Company's rail operations. 


Safety Initiatives 


O.N. Rail continued to focus on previously successful 


efforts to reduce lost time injuries through education, peer 
support and incentive programs. As well, the division 
pursued an aggressive early return to work program, 
which has resulted in a reduction in lost time when injuries 
do occur. 


Operational and Performance Targets 


Revenue from O.N. Rail’s Freight Services exceeded 
budget projections by approximately $1.9 million in 2004, 
largely due to revenue from the haulage agreement with 
CN and the GO Transit project. Expenses were nearly 
$6 million over budget, as a result of additional haulage 
costs, start-up costs associated with the GO Transit 
project, fuel costs which were $16 million higher than 
projected, and increased vacation and training costs 
resulting from the ERP. 


O.N. Rail's Freight Services department continues to 
meet or exceed on-time performance criteria. 


Fuel efficiency has improved with the full 
implementation of “Smart Start” technology and as more 
trains are operated closer to their locomotive haulage 
Capacity. 
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RAIL PASSENGER SERVICES 


The Rail Passenger Services department operates 
passenger trains between Moosonee and Toronto. 


The Northlander passenger train connects Northern 
and Southern Ontario with daily (except Saturdays) service 
between Cochrane and Toronto along the Highway 11 
corridor (CN rail lines are utilized between North Bay and 
Toronto). Shuttle service to connect to the Northlander is 
offered to and from Hearst, Iroquois Falls and Timmins. 


The Company's Little Bear train connects residents of 
the coastal communities of Moosonee and Moose Factory 
to Cochrane, Ontario, offering year-round passenger and 
freight services to these communities, which are 
accessible by rail and air only. The Little Bear, which 
travels north on Mondays, Wednesdays and Fridays, and 
south on Tuesdays, Thursdays and Saturdays, is one of 
North America’s last remaining “flag stop” train services. 


In the summer months, Ontario Northland’s popular 
tourist rail excursion, the Polar Bear Express, comes to life, 
offering tourists the opportunity to travel 300 km north 
from Cochrane to Moosonee and Moose Factory, where 
they can experience authentic Cree culture, re-live the 
history of the Hudson’s Bay Company, and explore 
majestic James Bay aboard the Polar Princess boat cruise. 
The Polar Bear Express makes the return trip daily, except 
Mondays, during its summer season. 


The three trains carried a combined 76,753 
passengers in 2004. 


The summer of 2004 marked the 40th anniversary of 


the Polar Bear Express, which continues to be one of 
Northern Ontario's premier tourism attractions and is an 
essential component driving the summer economies of 
Cochrane, Moosonee and Moose Factory. The polar bear 
has long been the symbol for Cochrane and the recent 
addition of the town’s new Polar Bear Habitat, which 
opened mid-summer, should complement our renowned 
attraction. 
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O.N. Rail 


Ontario Northland purchased BC Rail’s 
Pacific Starlight Dinner Train, consisting of ten cars, for 
$800,000. These cars have an incredible history, having 
seen service on famed trains such as the California Zephyr, 
the Super Chief and the Olympian Hiawatha. The train 
includes three dome cars, two of which were used on the 
Polar Bear Express this summer and which naturally 
proved to be the coaches of choice for our delighted 
passengers. 


Another enhancement to our Polar Bear Express 
service was the introduction of a seat reservation system, 
which was well received. The system is currently being 
upgraded and will be introduced on the Little Bear train in 
2005. 


Bracebridge was re-introduced as a regular stop on 
the Northlander route. In a remarkable community effort, 
enthusiastic volunteers constructed a state-of-the-art 
shelter to validate their commitment to the future of 
passenger rail service in the town. 


As part of a company-wide reorganization, Express 
Freight Services joined the Passenger Rail Services 
division in 2004. 


We are committed to the Polar Bear Express, as it is a 
key tourist attraction and economic driver in the region, as 
well as one of our flagship products. It is, however, 
challenging and expensive to market this rail excursion 
and we have experienced declining ridership since 1991. 


Safety 


Ontario Northland is in the third year of a five-year 
project to refurbish its passenger fleet. This includes 
environmental initiatives such as waste retention systems 
and the replacement of truck components to ensure 
compliance with rigid safety standards. 


Plans were developed to introduce a new baggage 
policy in early 2005 on the Little Bear train, to further 
improve on train safety and control. 


Total lost time days due to employee injuries were 
reduced to 200 days, from 778 days last year. 


Operational and Performance Targets 


Polar Bear Express ridership decreased by 
10.7 per cent, from 12,868 in 2003 to 11,489 in 2004. 
Ridership on both the Northlander and the Little Bear 
decreased marginally in 2004, by 2.5 per cent (from 


Challenges 


As we work to enhance the levels of customer service 
that we offer to our customers by introducing new systems 
and policies, we also face the challenges associated with 
their introduction and implementation. 


35,799 to 34,890) and by 2.6 per cent (from 31,189 to 
30,374), respectively. 


The Station Inn, located in Cochrane, recorded a 
peak occupancy rate of 94.25 per cent in August, and an 
annual occupancy rate of 41.58 per cent, an increase of 
1.38 per cent over 2003. 
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Ontera 


(FORMERLY O.N.TELCOM) 


Ontera offers residents of Northern Ontario a full 
range of telecommunication solutions, including 
high-speed Internet, cellular and mobile data, long 
distance and advanced network services, for both 
personal and business clients. 


Ontera, which began 2004 as O.N.Telcom before 
undergoing a complete rebranding process mid-year, is 


March 15, 2004. The agreement ties Ontera to the second 
largest telecommunications provider in Canada, providing 
us with the national scale and resources to help us to 
strengthen our business. 


An operational framework to support Ontera’s 
objectives, as outlined in the 2004-2008 business plan, 
was developed. It includes implementing: a consolidated 
network management and monitoring system with TELUS, 


committed to Building the New North. Ontera offers 
clients local, Northern-based solutions and personalized 
service. 


Ontera is the sole provider of local telephone services 
in Moosonee, Moose Factory, Temagami, and Marten 
River, and is one of two providers for Iroquois Falls. 

In addition, Ontera is the sole provider of cellular services 
in Moosonee and Moose Factory. 


The division has recently focused its marketing efforts 
on the four main hubs of Northeastern Ontario: North Bay, 
Sault Ste. Marie, Sudbury and Timmins. 


Ontera provides telecommunications services to more 
than 37,000 customers across the North. 


Highlights 


2004 marked a year of great change for 
Ontario Northland’s telecommunications service provider. 
The division started the year as O.N.Telcom and evolved 
into Ontera mid-year, through a complete rebranding 
process, complemented by the launch of a marketing 
campaign. 

As well, the division signed a strategic alliance 
agreement with TELUS, which came into effect on 


including automated work orders and trouble ticketing 


systems; a converged billing system to incorporate 
customer relationship management and four legacy billing 
systems into one comprehensive application; and 
organizational structure to support operations that are 
customer-focused. 


Challenges 


The telecommunications industry has become 
extremely competitive and Ontera faces the challenge of 
continued erosion of customers in traditional markets as 
competitors gain experience and momentum. 


As we work to integrate new systems and processes 
to better serve our customers, we necessarily face the 
challenges associated with their introduction and 
implementation. As well, Ontera is currently challenged to 
stabilize and rebuild core network infrastructure. 


In 2004, Ontera faced a loss of knowledge and 
expertise as a significant number of employees chose to 
participate in the ERP. We now face the challenge of 
attracting and retaining a skilled sales force, which is 
essential to support our corporate objectives and 
marketing initiatives. 
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Ontera 


Safety Initiatives 


Ontera experienced one lost-time incident in 2004, 
following two consecutive years of no lost time 
performance. 


We participated in a company-wide safety audit and 
took action to close any identified gaps. This included 
adding a safe work practices module to the orientation 
package for new operations employees. 


Financial and Operational Performance 


Ontera’s revenues fell short of target by 
$1.1 million due primarily to less than anticipated growth 
in new markets and to lost market share in Internet 
services as customers migrated to dedicated or high 
speed services in markets where Ontera offered dial-up 
access. As well, sales of customer premise equipment and 
solutions were significantly less than anticipated as the 
resources required to sell and support customer solutions 
were focused on internal change management. 


Expenses were $3.2 million less than contemplated as 
the timing of additional expenses to support marketing 
initiatives were delayed and cost of goods sold aligned 
with customer sales did not materialize. 


Net loss for the year was $7.1 million, $1.2 million 
less than the anticipated loss of $8.3 million. 


An incentive plan for Ontera’s sales force was 
implemented in the 3rd quarter of 2004 and resulted in 
approximately $1.0 million in new contract revenue. 


During a recent conversion to a new network 
platform, few service interruptions were experienced. This 
was a result of proactive measures to ensure reliability of 
service during such transitions. 


Employee pulsecheck surveys, designed to gain 
feedback on and drive employee satisfaction, were 
introduced in 2004, with surveys conducted in June 
(baseline) and in November. The surveys noted significant 
improvements in many areas over the five-month period, 
including increased understanding of employees roles and 
values in supporting the Company’s business direction and 
increased confidence in senior leadership. Ontera 
continues to work to engage our employees in order to 
develop a high performance culture. 


2004 
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Commission Members 
And Principal Officers 


Commission Members 
Chair 
Ted Hargreaves — North Bay 
(April 21,2004 - April 20, 2007) 
Commissioners 
Mathilde Bazinet - North Bay 
(July 5, 2004 — July 4, 2007) 


Daniel Belisle — Cochrane 
(July 5, 2004 — July 4, 2007) 


René Fontaine — Hearst 
(August 25, 2004 —- August 24, 2007) 


Carson Fougére — North Bay 
(July 5, 2004 — July 4, 2007) 

Margaret Hague — Spring Bay 
(July 5, 2004 — July 4, 2007) 


Randy Kapashesit —- Moose Factory 
(November 3, 2004 — November 2, 2007) 


David Plourde — Kapuskasing 
(July 5, 2004 — July 4, 2007) 


Donavon Porter — Haileybury 
(August 11, 2004 — August 10, 2007) 


Lad Shaba - Chaput Hughes 
(July 5, 2004 - July 4, 2007) 
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Principal Officers 
Steve Carmichael 
President and Chief Executive Officer 
(Appointed December 3, 2004) 


Acting President 
(May 25, 2004 —- December 2, 2004) 


Vice President — Rail 


Marc Rancourt 
President and General Manager - Ontera 
(Appointed July 5, 2004) 


Kevin Donnelly 
Vice President — Finance and Administration 


Russ Thompson 
Counsel 


Roy Hains 
Executive Vice President — 


Service Improvement and Operations 
(to May 2004) 


Cindy Boston 
Vice President — Corporate Strategy — 
Development and Service Improvement 
(to October 20, 2004) 


Rick Cushing 
Vice President — Ontera (formerly O.N. Telcom) 
(March 31, 2004 — July 4, 2004) 


Acting Vice President — Ontera (formerly O.N.Telcom) 
(March 31, 2003 — March 30, 2004) 
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Financial Overview 


The Ontario Northland Transportation Commission lost $61.9 million in 2004 compared to a loss of 
$7.0 million in the previous year. A large component of the loss is the “special termination benefit” 
accounting expense of $47.6 million associated with the early retirement plan implemented in 2004. 
In total, operating revenues increased very slightly year-over-year, with the decline in 
telecommunications offset by increases in rail services and motor coach. Increases in operating 
expenses were approximately $5.0 million mainly attributable to higher fuel costs during the year, as 
well as expenses associated with various revenue enhancing initiatives. The majority of the increases 
affected rail services and were partially offset by declines in telecommunications and administration. 


From a non-operating perspective, expenses remained relatively constant, with the exception of the 
impact of the early retirement plan expenses noted above. Gain on sale of capital assets were 


minimal. One time adjustments to reflect the adoption of a vacation pay accrual along with the yearly 


impact of this policy and the write-down of a capital asset were also reflected in 2004 results. 


On the balance sheet, total assets declined primarily as a result of the accounting expense associated 


with the early retirement plan previously mentioned. Current assets rose slightly from the previous 


year driven primarily by inventory increases associated with contract work taken on by the 


Commission. Capital assets also rose slightly on a year-over-year basis. From a liabilities and equity 


point of view, virtually all categories exhibited increases from the prior year with the exception of 


equity, which declined as a result of the loss in the current year. The increases were associated with 


increased activity from operational and capital spending perspectives. 


gd 


Kevin Donnelly 


Vice President - Finance and Administration 
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Management's Responsibility 


The Ontario Northland Transportation Commission’s management is responsible for the integrity and 
fair presentation of the consolidated financial statements and other information included in the annual 
report. The consolidated financial statements have been prepared in accordance with Canadian 
generally accepted accounting principles. The preparation of financial statements necessarily involves 
the use of management's judgment and best estimates, particularly when transactions affecting the 
current accounting period cannot be determined with certainty until future periods. All financial 
information in the annual report is consistent with the consolidated financial statements. 


The Commission maintains systems of internal accounting controls designed to provide reasonable 
assurance that the financial information is accurate and reliable and that company assets and liabilities 
are adequately accounted for and assets safeguarded. 


The consolidated financial statements have been reviewed by the Commission's Audit and Finance 
Committee and have been approved by its Governing Board of commissioners. In addition, the 


consolidated financial statements have been audited by the Ontario Provincial Auditor, whose report 
follows. 
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Steve Carmichael 
President and Chief Executive Officer 


North Bay, Ontario 
March 24, 2005 
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Auditor's Report 


To the Ontario Northland Transportation Commission and to the Minister of Northern Development 
and Mines. 


| have audited the consolidated balance sheet of the Ontario Northland Transportation Commission as 
at December 31, 2004 and the consolidated statements of investment by Province of Ontario, 
operations and retained earnings and cash flows for the year then ended. These consolidated financial 
statements are the responsibility of the Commission's management. My responsibility is to express an 
opinion on these consolidated financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
consolidated financial statements are free of material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. 
An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall consolidated financial statement presentation. 


In my opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Commission as at December 31, 2004 and the results of its operations and its 
cash flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. 


J. R. McCarter, CA 
Auditor General 
Office of the Provincial Auditor of Ontario 


Toronto, Ontario 
March 24, 2005 
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Ontario Northland Transportation Commission 


Consolidated Balance Sheet 
(dollars in thousands) 


December 31 2004 2003 
Assets 
Current 
Cash and cash equivalents $ 1,010 $ 1,563 
Accounts receivable (Net of allowance - $1,401; 2003 - $1,281) 19,776 21,102 
Inventory 12,487 10,629 
Prepaid expenses 1,000 21. 
34,273 33,074 
Development costs (Note 1) 575 : 
Self-Insurance Fund (Note 2) 

- Market value $6,174; (2003 - $5,887) 6,085 5.793 
Investment in property, plant and equipment (Schedule 1) 258,680 256,417 
Accrued pension benefit asset (Note 4) 80,076 128,618 

$ 379,689 $ 424,399 
Liabilities and Province of Ontario Equity 
Current 
Operating line of credit (Note 3) $ 27,000 $ 23,000 
Accounts payable and accrued liabilities (Note 11) 29,663 26,379 
Current portion of long-term debt (Note 5a) 2,608 2.200 
Current portion of deferred revenue 1,235 788 
60,506 52,443 
Deferred revenue (Note 6) 2,893 - 
Provision for Self-Insurance (Note 2) 6,085 55793 
Long-term debt (Note 5a) 27,243 26,223 
Accrued Non-Pension Benefit Obligation (Note 4) 55,261 54,150 
151,988 138,609 
Contingencies/Commitments (Note 12) 
Province of Ontario Equity 
Investment by the Province of Ontario 73,396 69,603 
Retained earnings 154,305 21 O,how 
227,701 285,790 
$ 379,689 $ 424,399 
Approved on behalf of the Commission: 
(arg) 4 Chair 
EE Go eG President and CEO 
The accompanying summary of significant accounting policies and notes are an integral part of these financial statements. 
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Ontario Northland Transportation Commission 


Consolidated Statement of Investment by the Province of Ontario 
(dollars in thousands) 


For the year ended December 31 


Balance, beginning of year 
Net investment in property, plant and equipment 
Net investment other than share capital (Note 5b) 


Net changes during the year 
Contributions from Province of Ontario 
Retirements 
Amortization 


Balance, end of year 
Net investment in property, plant and equipment 
Net investment other than share capital (Note 5b) 


2004 


20,654 
48,949 


69,603 
7,245 
(2,600) 
(852) 
3,793 
24,447 
48,949 


73,396 


2003 


17,794 
48,949 


66,743 
4,221 
(665) 
(696) 
2,860 
20,654 
48,949 


69,603 


The accompanying summary otf signiticant accounting pC 
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Ontario Northland Transportation Commission 


Consolidated Statement of Operations and Retained Earnings 
(dollars in thousands) 


For the year ended December 31 2004 2003 
Revenues (Schedule 2) $ 129,996) $ 129,181 
Expenses (Schedule 2) 128,671 123,644 
1,325 Bye Si 
Other revenues and expenses 
Amortization (Schedule 2) 13,929 14,659 
Interest expense (Schedule 2) 2,188 2,303 
Investment and other income (1) (21) 
Gain on sale of property, plant and equipment (Schedule 2) (64) (372) 
Impairment of property, plant and equipment (Note 10) 487 - 
Early retirement plan expense (Note 4a) 47,601 - 
Vacation pay (Note 11) (933) - 
Service improvement plan costs (Note 18) - 878 
Recovery of service improvement plan costs (Note 18) - (4,900) 
Net expenses 63,207 V2 547, 
Net loss for the year (61,882) (7,010) 
Retained earnings, beginning of year 
As previously stated 220,464 227,474 
Prior years’ adjustment (Note 11) (4,277) (4,277) 
As restated 216,187 223,197 
Retained earnings, end of year $ 154,305 $ 216,187 
The accompanying summary of significant accounting policies and notes are an integral part of these financial statements. 
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eee 
Ontario Northland Transportation Commission 


Consolidated Statement of Cash Flows 
(dollars in thousands) 


For the year ended December 31 2004 2003 
Cash provided by (used in) 


Operating activities 


Loss $ (61,882) $ (7,010) 
Items not affecting cash 
Amortization (Schedule 2) 13,929 14,659 
Gain on disposal of property, plant and equipment (64) (372) 
Impairment of property, plant and equipment (Note 10) 487 - 
Early retirement plan expense (Note 4a) 47,601 - 
Pension/non-pension expense 3,731 5,056 
3,802 12,333 
Changes in non-cash working capital balances 
Accounts receivable 1,326 (912) 
Inventory (1,858) 39 
Prepaid expenses (723) 80 
Accounts payable and accrued liabilities 3,284 (1,435) 
Deferred revenue 447 503 
6,278 10,608 
Investing activities 
Investment in property, plant and equipment (20,222) (16,140) 
Proceeds from sale of property, plant and equipment 1oD 1,037 
Development costs (575) - 
Decrease in other assets (141) (148) 
(20,783) (45,2511) 
Financing activities 
Long-term debt (Note 5a) 1,352 (2,202) 
Contributions from the Province of Ontario 7,245 4,221 
Operating line of credit 4,000 6,000 
Deferred revenue 2,893 - 
Other liabilities (1,538) (1,565) 
13,952 6,454 
Change in cash and cash equivalents during the year (553) 1,811 
Cash and cash equivalents, beginning of year 1,563 (248) 
Cash and cash equivalents, end of year $ hoes $ 1,563 
Supplemental disclosure of cash flow information: 
Interest paid during the year and included in net loss $ 2,188 $ 2,003 
The accompanying summary of significant accounting policies and notes are an integral part of these Ttinancial statements 
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Ontario Northland Transportation Commission 
Consolidated Schedule of Investment 

in Property, Plant and Equipment 
Schedule 1 


(dollars in thousands) 


For the year ended December 31 2004 2003 
Cost Accumulated Net Book Net Book 
Amortization Value Value 
Rail Services 
Roadway $ 226,394 $ 85,309 $ 141,085 $ 136,308 
Buildings 42,008 14,587 27,421 22,896 
Equipment 74,408 40,283 34,125 38,316 
Under construction 1,246 - 1,246 1,098 
Telecommunications 
Equipment Tooele 89,923 43,789 45,433 
Buildings 5750 3,607 2,143 2,041 
Under construction 300 - 300 806 
Motor Coach Services 
Coaches 10,191 4,316 5,875 6,382 
Buildings 156 46 110 110 
Under construction 134 - 134 28 
Marine Services (Moosonee) 
Vessels S05 314 71 81 
Development 
Land and buildings 2,851 1,120 1,731 2,268 
Land held for resale 650 - 650 650 
$ 498,185 $ 239,505 $ 258,680 $256,417 
The accompanying summary of significant accounting policies and notes are an integral part of these financial statements. 
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Ontario Northland Transportation Commission 

Consolidated Schedule of Operating Revenues and Expenses 

Schedule 2 


(dollars in thousands) 


For the year ended December 31 2004 2003 
Rail Services 
Sales revenue (Notes 9 and 15) $ 64,848 $ 60,827 
Government reimbursement (Note 7) 19,761 20,428 
Operating revenue 84,609 81,255 
Operating expense 76,758 70,559 
Operating income 7,851 10,696 
Amortization 7,699 7,236 
Gain on sale of property, plant and equipment (107) (171) 
Interest expense 1,533 1,654 
Income (loss) from operations (1,274) 1,977 
Telecommunications 
Sales revenue (Note 8) 33,740 36,945 
Operating expense 35,612 36,536 
Operating income (loss) (1,872) 409 
Amortization 5,152 6,290 
Loss on sale of property, plant and equipment 43 76 
Loss from operations (7,067) (5,957) 
Motor Coach Services 
Sales revenue 10,884 10,212 
Operating expense 9,642 9,268 
Operating income 1,242 944 
Amortization 641 559 
Loss on sale of property, plant and equipment 2 21 
Income from operations 599 364 
Marine Services (Moosonee) 
Sales revenue 142 129 
Government reimbursement (Note 7) 124 73 
Operating revenue 266 202 
Operating expense 215 342 
Operating income (loss) 51 (140) 
The accompanying summary of significant accounting policies and notes are an integral part of these financial statements 
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Ontario Northland Transportation Commission 


Consolidated Schedule of Operating Revenues and Expenses 
Schedule 2 (continued) 


(dollars in thousands) 


For the year ended December 31 2004 2003 

Rental Properties 
Sales revenue 497 567 
Operating expense 285 SoZ 
Operating income 212 235 
Amortization 49 67 
Gain on sale of property, plant and equipment (2) (298) 
Income from operations 165 496 


Administration 
Operating revenue 


Operating expense 6,159 6,607 
Operating loss (6,159) (6,607) 
Amortization 388 537 
Interest expense 655 649 
Loss from operations (7,202) (7,793) 
Total Operations 
Sales revenue 110,111 108,680 
Government reimbursement (Note 7) 19,885 20,501 
Total revenues 129,996 129,181 
Expenses 128,671 123,644 
Operating income 1,325 5,00 
Amortization 13,929 14,659 
Interest expense 2,188 2,303 
Gain on sale of property, plant and equipment (64) (372) 
Loss from operations $ (14,728) $ (11,053) 


The accompanying summary of significant accounting policies and notes are an integral part of these financial statements. 
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December 31, 2004 


Nature of Business 


Basis of Accounting 


Inventory 


Self-Insurance Fund 


Ontario Northland Transportation Commission 
Summary of Significant Accounting Policies 


The Ontario Northland Transportation Commission, an Operational 
Enterprise of the Ontario government, delivers a variety of commercial and 
non-commercial services, including rail freight, passenger rail, bus and 
telecommunications primarily in the Northeastern portion of Northern 
Ontario. 


These consolidated financial statements are prepared by management in 
accordance with Canadian generally accepted accounting principles. They 
include the accounts of the Commission and its wholly-owned subsidiaries, 
Ontario Northland International Consulting Services Inc, O.N.Tel, Star 
Transfer Limited, Air-Dale Limited and Nipissing Central Railway Company. 


With the exception of used rail, all materials and supplies are valued at 
average cost. Used rail is shown at unamortized book value determined at 
the time of retirement. 


The self-insurance fund assets are stated at acquisition cost. 


Investment in Property, Plant and 
Equipment and Amortization Property, plant and equipment are stated at acquisition cost. Amortization is 


Employee Future Benefits 


Pension Plans 


calculated using the straight-line method over the estimated service lives of 
the assets. 


The estimated service lives for principal categories of assets are as follows: 


Roadway - main line and branches 20 to 50 years 
Railway diesel locomotives 25 years 
Railway cars 33 years 
Buildings 50 years 
Telecommunications equipment 15 years 
Vehicles 3 years 
Computer equipment 5 years 
Coaches 12 years 


The Province of Ontario reimburses the Commission for the cost of certain 
property, plant and equipment purchased for use in operations designated 
as non-commercial by the Province. The Commission records these assets 
at their original cost together with an offsetting credit to Net Investment in 
Property, Plant and Equipment (Province of Ontario). Annual amortization on 
these property, plant and equipment is recorded as a reduction of the Net 
Investment in Property, Plant and Equipment (see page 4). 


The Commission maintains a defined benefit pension plan for its employees. 
It provides for pensions based on years of service and average pensionable 
earnings and is generally applicable from the first day of the month following 
employment. The plan is not indexed, however, there have been a variety of 
ad hoc increases made to pensioners. 


The obligations under the plan are determined using the accrued benefit 
method reflecting projected benefits for services rendered to date. Pension 
fund assets are valued using current market values. The Accrued Pension 
Benefit Asset or Obligation and expenses are determined annually by 
independent actuaries in accordance with accepted actuarial practice using 
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December 31, 2004 


Ontario Northland Transportation Commission 
Summary of Significant Accounting Policies 


Non-Pension Benefit Plans 


Revenue Recognition 


Income Taxes 


Foreign Currency Translation 


Accounting Estimates 


Cash and Cash Equivalents 


management's best estimates. The date of the last actuarial valuation for 
funding purposes was January 1, 2004. The date of the next actuarial 
valuation for funding purposes will be January 1, 2007. 


The Commission offers non-pension post retirement benefits such as group 
life, health care and long-term disability to employees through defined 
benefit plans. The costs associated with these future benefits are actuarially 
determined using the projected benefits method prorated on service and 
best estimate assumptions. In addition, as a Schedule 2 employer under the 
Workplace Safety and Insurance Board (WSIB), the Commission recognizes 
workers compensation benefits on an accrual basis using actuarial 
calculations provided by the WSIB for benefits in force, benefits not yet 
awarded and administrative loading costs. 


Both Pension and Non-Pension expenses consist of current service costs, 
interest and adjustments arising from plan amendments, changes in 
assumptions and experience gains or losses. Experience gains or losses 
are amortized on a straight-line basis over the expected average remaining 
service life of the employees covered by the plans. These expenses are 
recorded in the year in which employees render services to the Commission 
(See Note 4). 


Transportation revenues are generally recognized on completion of 
movements, with interline movements being treated as complete when the 
shipment is turned over to the connecting carrier. Contract revenues are 
recorded on a percentage of completion basis. Revenues from other 
sources including government reimbursement are recognized when earned. 
Telecommunications toll revenue adjustments are recognized when 
measurement can be reasonably estimated (see Note 8). 


As an Operational Enterprise of the Province of Ontario, the Commission is 
exempt from income taxes. This exemption extends to its wholly-owned 
subsidiaries, and accordingly no tax provision is recorded in these financial 
statements. 


Revenues and expenses arising from foreign currency transactions are 
translated to their Canadian equivalent at the rates of exchange in effect at 
the transaction date or the rate on forward exchange contracts. Resulting 
gains or losses on settlement or translation are included in the determination 
of net income for the current period. 


Preparation of the financial statements in conformity with Canadian generally 
accepted accounting principles requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities 
and the reported amounts of revenues and expenses during the reporting 
period. Actual results could differ from those estimated. 


Cash and cash equivalents include cash on hand, balances with banks and 
short-term deposits with original maturities of three months or less. 
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Ontario Northland Transportation Commission 
Summary of Significant Accounting Policies 


December 31, 2004 


aE 


Development Costs 


The Commission incurred start up costs of $575,000 in relation to a new multi-year contract entered 
into by the Commission. The development costs will be expensed on a straight line basis over the life 
of the contract. The amount of development costs expensed in the current year were $nil 

(2003 — $nil). 


ree NN SSL. 
Self-Insurance Fund 


The Commission follows the policy of self-insuring for damages from rolling stock derailments and for 
cargo damage. Annual contributions to the self-insurance fund consist of a $100,000 premium paid by 
the Commission in addition to investment income earned on fund assets. Fund assets include 
investments in federal and provincial government bonds and cash in the amount of $5,815,000 

(2003 - $5,593,000), and $270,000 (2003 - $200,000) payable by Ontario Northland. Interest rates on 
the above mentioned bonds vary from 5.0% to 14.0% per annum. Maturity dates on these investments 
are staggered ranging from June 15, 2006 to June 2, 2009. 


Operating Line of Credit 


The Commission currently holds an operating line of credit with the Ontario Financing Authority (OFA) 
in the amount of $22,000,000, of which $22,000,000 was being utilized at the end of 2004 

(2003 - $18,000,000). In addition, the Commission also has a revolving operating line of credit with the 
OFA in the amount of $5,000,000, of which $5,000,000 was being utilized at the end of 2004 

(2003 - $5,000,000). Both of these operating lines bear interest at the Province of Ontario’s cost of 
borrowing plus 25 basis points based on the date of each advance. 


On March 31, 2005, subsequent to year end, $20,277,000 of the operating line of credit was 
reclassified to Investment by the Province of Ontario. The operating line of credit with the OFA was 
re-established at $8,000,000 and the revolving operating line of credit of $5,000,000 remained in place. 


Employee Future Benefits 


The Commission is the administrator of its contributory pension plan which covers all permanent staff. 
The pension fund assets primarily include marketable securities, real estate and corporate and 
government bonds, which are invested by professional investment managers. 


The pension fund’s target percentage allocation and average asset allocations as at 
December 31, 2004 and 2003, by asset category are as follows: 


Target 2004 2003 

Equity securities — Domestic 20% - 36% 33% 34% 

est — Foreign 8% - 16% 13% 13% 

Debt securities 40% - 60% 51% 50% 

Real estate 0% - 15% 2% 2% 
Short term and other 0% - 15% 1% 1% 

Total 100% 100% 
ONTARIO NORTHLAND TRANSPORTATION COMMISSION 5 
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Ontario Northland Transportation Commission 
Summary of Significant Accounting Policies 


December 31, 2004 


Employee Future Benefits (continued) 


As part of a corporate restructuring plan, an early retirement offer was extended to approximately 
220 employees of whom approximately 202 employees accepted the offer. This special termination 
benefit resulted in an expense in 2004 of $47,601,000. 


Accrued Pension Benefit Asset 


Projected benefit obligations 
Market value of plan assets 


Accrued benefit asset - beginning of year 
Expense 
Early Retirement Plan (ERP) expense 
Funding contributions 


Accrued benefit asset - end of year 


Accrued Non-Pension Benefit Obligation 


Accrued benefit liability - beginning of year 
Expense 
Funding contributions 


Accrued benefit liability - end of year 


2004 2003 
$ 440,571,000 $ 365,788,000 
455,911,000 434,359,000 


$ 15,340,000 $ 68,571,000 


$ 128,618,000 $ 131,530,000 


(1,082,000) (3,060,000) 
(47,601,000) : 
141,000 148,000 


$ 80,076,000 $ 128,618,000 


2004 2003 
$ 54,150,000 $ 53,720,000 
2,649,000 1,996,000 
(1,538,000) (1,566,000) 


$ 55,261,000 $ 54,150,000 


Included in the accrued non-pension benefit liability is worker's compensation benefits in the amount of 
$11,094,000 (2003 - $10,953,000). This amount has been determined from the most recent available 
actuarial calculations provided by the Workplace Safety and Insurance Board as at 

December 31, 2003. The valuation at December 31, 2004 is not expected to be ready until after the 
date of financial statement preparation. It is management's opinion that the balance at 

December 31, 2004 will not be significantly different. 


Components of Net Periodic Pension Benefit Expense 


Current service cost less employee contributions 


Interest cost on accrued benefit obligation 
Expected return on plan assets 
Amortization of initial obligation 
Amortization of past service costs 
Amortization of net actuarial gain 
Termination benefit cost (ERP) 


4. 
a. 
Surplus 
b. 
c. 
26 


2004 2003 
$ 8,100,000 $ 7,240,000 
22,821,000 22,490,000 
(31,760,000) (29,771,000) 
197,000 197,000 
654,000 653,000 
1,070,000 2,251,000 
47,601,000 : 


$ 48,683,000 $ 3,060,000 
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Ontario Northland Transportation Commission 
Summary of Significant Accounting Policies 


December 31, 2004 


4. Employee Future Benefits (continued) 


ro Components of Net Periodic Non-Pension Benefit Expense 


Current service cost 
Interest on accrued benefit obligation 
Amortization of net acruarial gain 


e. Weighted Average Assumptions 


Discount rate - pension 

Discount rate - non pension 

Expected long-term rate of return on plan assets 
Rate of compensation increase 

Medical cost increases 


2004 2003 

508,000 811,000 
2,481,000 1,185,000 
(340,000) : 
2,649,000 1,996,000 


5.75 
5.75 
7.50 
4.00 


4.5% to 10.0% 


6.25 
6.50 
Lau 
4.00 


4.5% to 9.0% 


5: Long-term Debt 


a. Loan from Ontario Financing Authority, bearing interest at 
5.22% per annum, blended monthly payments of $30,000 
for 15 years beginning February 1, 2005 


Loan from Ontario Financing Authority, bearing interest at 
5.64% per annum, blended monthly payments of $43,000 
for 10 years beginning May 1, 1998. 


Loan from Ontario Financing Authority, bearing interest at 
5.60% per annum, blended monthly payments of $156,000 
for 15 years beginning January 1, 2000. 


Loan from Ontario Financing Authority, bearing interest at 
6.37% per annum, blended monthly payments of $109,000 
for 15 years beginning September 1, 1999. 


Vendor take back loan on an asset purchase that bears 0% 
interest, repayable over 8 years in accordance with the terms 
of the purchase agreement beginning December 1, 2000. 


Less current portion 


2004 


3,800,000 


1,565,000 


14,326,000 


9,470,000 


690,000 
29,851,000 
2,608,000 
27,243,000 


2003 


1,980,000 


15,370,000 


10,161,000 


988,000 
28,499,000 
2,276,000 
26,223,000 
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Ontario Northland Transportation Commission 
Summary of Significant Accounting Policies 


Long-term Debt (continued) 
Payments required in the next five years and thereafter are as follows: 


2005 $ 2,608,000 
2006 2,766,000 
2007 2,919,000 
2008 2,732,000 
2009 2,532,000 
Thereafter 16,294,000 


$ . 29,851,000 


b. Included in Investment by the Province of Ontario is a $35,208,000 non-interest bearing loan 
with no specific repayment terms from the Province of Ontario which three years ago was 
reclassified to Investment by the Province of Ontario. This was done to be consistent with how 
the loan was reflected in the Province of Ontario’s consolidated financial statements. 

The Province, recognizing the concessionary nature of the loan, classified it as an equity 
investment in the Commission. 


Deferred Revenue 
Included in Deferred Revenue are the following two significant items: 


In 2004, the Commission entered into a multi-year contract to refurbish commuter cars. Under the 
terms of the contract, the Commission received an advance of $2,627,000 from the customer to defray 
contract costs. The remaining balance of $2,442,000 has been included as deferred revenue, of which 
$1,702,000 relates to periods after December 31, 2005. The deferred revenue will be recognized based 
on a percentage of completion method. During 2004, $185,000 of the advance was recognized as 
revenue. 


The Commission has entered into a 20-year agreement with Hydro One for the use of fibre optic cable, 
expiring in March 2022. The total contract value is $1,380,000. The remaining balance of $1,259,789 
has been included as deferred revenue, of which $1,190,769 relates to periods after 

December 31, 2005. The deferred revenue will be recognized on a straight line basis over the life of the 
agreement. During 2004, $69,030 was included as revenue. 


Government Reimbursement 


In accordance with a Memorandum of Understanding between the Commission and the Ministry of 
Northern Development and Mines, certain operations of the Commission have been designated as 
non-commercial. The Commission and the Ministry have entered into annual contribution agreements 
which define the amount of compensation which the Province of Ontario would provide in each fiscal 
year. Starting in fiscal 2002 the provincial government began to fully reimburse losses on the 
passenger train services. 
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Ontario Northland Transportation Commission 
Summary of Significant Accounting Policies 


December 31, 2004 


re Government Reimbursement (continued) 


A portion of the operating loss of the weekday passenger train service between North Bay and Toronto 
is reimbursed by the National Transportation Agency of Canada under Section 270 of the Railway Act. 
The federal government revoked the Railway Act during 1996 and replaced it with the Canada 
Transportation Act. An annual reimbursement of $2,500,000 was received until the expiration of the 
agreement on June 30, 2004. Negotiations between the Commission and Transport Canada resulted in 
a reimbursement of $1,875,000 between July 1, 2004 and March 31, 2005. Negotiations continue in 


early 2005 with an aim to restoring the agreement to substantially the same terms as those in place up 
to June 30, 2004. 


Details of government reimbursement are as follows: 


2004 2003 
From Province of Ontario: 
Rail - Passenger Service and Moosonee Branch $ 17,261,000 $ 17,928,000 
Marine Services (Moosonee) 124,000 73,000 
17,385,000 18,001,000 
From Transport Canada: 
Current year's operations 2,500,000 2,500,000 


The Commission is dependent on these reimbursements to carry out its non-commercial operations. 


8. Telecommunications Revenue 


The Commission’s Telecommunications Division has a traffic agreement with Bell Canada that permits 
the two companies to exchange and settle on the toll traffic that traverses their network. The Access 
Tariffs charged by the Local Exchange Carriers were finalized by the CRTC in March 2005 and were 
not subject to any retroactive adjustments. In keeping with the Commission’s accounting policy, any 
revenue or cost adjustments whether positive or negative are to be recognized in the year in which 
they become known and estimable. 


memes so SSS IT SES TLE TS OL TESS IT AEE IE DSO IS DEEL ELLE ELITE IE TELL TEESE LILO 


9. Passenger Revenue 


In accordance with the Travel Industry Act, the 2004 gross retail sales were $572,000 and the gross 
wholesale sales were $216,000. 


a 


10. Impairment of Property, Plant and Equipment 


The Commission recognized an impairment loss for a marine vessel with a cost of $625,000 and an 
accumulated amortization of $138,000. This impairment resulted from Management's analysis of the 
present value of future cash flows from the lease of the vessel. The adjusted carrying value was 
determined to be $nil, resulting in an impairment loss of $487,000. 
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15. 


Ontario Northland Transportation Commission 
Summary of Significant Accounting Policies 


Change in Accounting Policy 


In 2004, the Commission adopted a new vacation pay policy whereby vacation pay is accrued and 
expensed as it is earned rather than when it is paid. The policy has been applied retroactively such 
that the 2003 comparative figures have been restated as follows: accounts payable and accrued 
liabilities were increased by $4,370,000 and retained earnings, beginning of year, were decreased by 
$4,370,000. No additional vacation pay expense is recorded for 2003 as the amount of the liability had 
not significantly changed from 2002. 


Contingencies/Commitments 


Various statements of claim have been issued against the Commission claiming damages. Damages, 
if any, cannot be estimated at this time and in any event the Commission is of the opinion that these 
claims would be unfounded or covered by insurance after application of a $2,000,000 deductible. 
Should any loss result, it would be charged to operations when the amount is ascertained. 


In 1998 a claim for $3,000,000 was submitted to the National Transportation Agency for partial 
reimbursement of the write-down of railway passenger rolling stock. The likelinood of the success of 
the claim remains not determinable at this time and as a result is not reflected in these financial 
statements. 


The Commission has contractual obligations on a number of operating leases for such items as rail 
cars, computer equipment, automotive equipment and other. It is management's opinion that in 
aggregate the annual cost of these leases is not significant to the Commission as a whole. 


The Commission is also obligated to certain job guarantee agreements with a significant number of its 
unionized employees. 


Financial Instruments 


The Commission’s financial instruments consist of cash and bank, term investments of the self 
insurance fund, accounts receivable, bank overdraft, operating line of credit, accounts payable and 
long-term debt. Unless otherwise noted, it is management's opinion that the Commission is not 
exposed to significant interest, currency or credit risks arising from these financial instruments. The fair 
values of these financial instruments approximated their carrying values, unless otherwise noted. 


AAA 


Related Party Transactions 


During the year, the Commission charged the Ontario Northland Contributory Pension Fund $240,000 
(2003 - $189,000) for financial and administrative support. 


Economic Dependence 


During 2004, the Rail Services Division derived 42% (2003 - 45%) of its revenue from three major 
customers. 
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Summary of Significant Accounting Policies 


December 31, 2004 


16. Subsequent Events 


On March 31, 2005, subsequent to year end, $20,277,000 of the operating line of credit was 
reclassified to Investment by the Province of Ontario. The operating line of credit with the Ontario 


Financing Authority was re-established at $8,000,000 and the revolving operating line of credit of 
$5,000,000 remained in place. 


Subject to an amendment to the ONTC Act, the Commission has changed its year-end to March 31. 
The next financial statements will cover the fifteen month period ending March 31, 2006. 


ee 


17. Comparative Figures 


Prior year’s figures have been reclassified where necessary to conform to the current year’s 
presentation. 


See nS rs nso 
18. Status of Service Improvement Plan 


In the spring of 2000, the Minister of Northern Development and Mines directed the Commission to 
review all services it provided with a goal of developing a Service Improvement Strategy by the fall of 
that same year. 


On December 13, 2000, the Minister of Northern Development and Mines accepted the 
recommendations of the Service Improvement Plan and directed the Commission to pursue the 
divestment, reorganization or alternate delivery of certain of its operations and the improvement or 
enhancement of those remaining. 


In fiscal 2002 the Commission took certain steps to implement parts of the Service Improvement Plan 
recommendations such as, the divestiture of the Owen Sound Transportation Company, Limited 
(OSTC) and accepting and evaluating Request for Proposals (RFP’s) submissions for both the Rail 
Services and Telecommunications divisions. In early 2003 the Commission made its recommendations 
to the Ontario government including the Minister of Northern Development and Mines for approval, 
subject to certain conditions. In June of 2003, the Canadian National Railway Company withdrew an 
offer to purchase rail assets and in July of 2003 the Commission was directed to enter into exclusive 
negotiations with TELUS in order to formalize a strategic alliance with O.N.Tel 


In complying with the recommendations set out in the Service Improvement Plan, the Commission 
incurred $nil (2003 - $878,000) during the year. These costs consisted primarily of consulting fees and 
legal fees in carrying out the recommendations. The cumulative amount expensed since the initiation of 
the Service Improvement Plan in fiscal 2000 is $7,665,000. At the end of fiscal 2003 the Commission, 
in accordance with its previously disclosed intentions, applied to the Ministry of Northern Development 
and Mines to have all of these costs reimbursed. In Spring 2004, the Commission received a 
reimbursement of $4,900,000 from the Ministry of which was accrued in 2003. 
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